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Pe rce nt

(M i l lio n s of Dol lars. Increase!
Except Per Share Data) 1987 Iy86* / Decrease)

15%

(10)

(8)
10

At Year-End :

Shares outstanding

Number of shareholders
Retail square feet

Number of stores

97,368,703

1 5,480

47,672,000

475

85,775,189

1 6,684

57,453,000
577

The Year in Review

~ o Total revenues topped $10 billion, increasing 15% over the previous year .

o Net earnings per share were $2 .41, compared with $2 .62 a year ago.

o A record 104 new stores opened, increasing total retail space by 2 1 % and

giving us a presence in some important new markets .

El Bruce G. Allbright was elected President and a member of the Board of

Directors of Dayton Hudson . Mr. Allbright was previously Chairman and

CEO of Target .

o Robert J . Ulrich, President and Chief Operating Officer of Target, was named

Chairman and CEO of Target .

o The Board of Directors authorized the purchase of up to 15 million shares

of the Corporation's outstanding stock . At fiscal year-end, we had purchased

11 . 8 million shares at an average price of $29 .

o We announced a $600 million capital investment plan for 1988 .

[-i We confronted an unsolicited hostile takeover proposal .

Financial Highlights
Conlinwn!± C)peraunn~

For the Year :

Revenues

Net earnings

Net earnings per share
Cash dividend paid per share

$10,677 .3

228.4

2 .41

.92

$9,259 .

255 .0
2 .62

.84

*Result s for 19 86 are b efore an extrao rdi n ar y cha r ge and discontinued o p e rat io ns .
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Kenneth A . Macke

Chairman ofthe Board and

Chief F. rrr ut nve Officer

segments .

We believe that efficie: it and low-cost operations are imperative to achieving

our goals .

At Target we will continue to add new store,, while Increasing sale .,, produc-

tivity in existing stores . We feel very positive about Tar,-,ct's past results and its

new market performance particularly its thrust into Calit'Ornia. We are excited

about Target's sales and profit potential in lyHh and beyond .

At N1crvvn's we have slowed down square footage growth anal will focus near-

term on earnings growth .

The Cha irman 's Re port to Shareholders

We at Dayton Hudson Co-poration are currently operating in a retailing environ-

ment of rapid change and unprecedented competition . Many ofthc challenges

we faced in 1987 were brought on by this environment . Importantly, we learned

that Dayton Hudson is up to the challenge .

This report dims to share with vou what we have achicvecl, how we intend to

improve even further, and where we are going as it Corporation .

Our overriding goal is to achieve consistent earnings growth and a significant

return on investment for our shareholders . We are not pleased with the results for

1987 . We are encouraged that the chan,es we made in recent years had a positive

effect on fourth-quarter results . We believe that our 1988 results will reflect

continuing progress .
We are &termined to r.et hack to our historical record of consistent, strongg

earnings o rowth . We know that in order to achieve t his wa l we mus t balance our

long-tcrni investments and our near-terin performance .

That is what we have bell working toward .

D We have made substantial improvements at %9crvyn's to make it more respon-

sive to customers . We implemented an aggressive program to improve merchan-

dise values by raising quality standards and reducing prices. Customers and

industry observers are responding positively . with considerable excitement about

these rhan :!cs
c

o Target has made a major strategic thrust into California while turning in its

l 3th consecutive year of record earnings .

o All of our companies have made a major investment in new technolooy

dcsi~-,neef to make shopping racier, more convenient and more responsive to

customer nocds and desires . New programs are underway to improve the flow of

merchandise from manut .icturers to customers .

o We have invested heavily in innovative retailing concepts in each Of our

companies and expanded our proven retailing tonnats to capitalize on opportuni-

ties for comtinucd growth

We are beginning l9K X with a very strong base ot retail uprratinns .

While we are pleased ~t ith the pro gress we have made . we arc ~+ell aware that

there is still much more to he done .

Our goal is to continue to be preeminent in the businesses we choo,,c to enter

and operate. We intend tc, be a major competitive tierce in each of our business
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A . Macke

Chairman of the Board and

Chief Executive Officer

April 4, 1988

In our department stores, we developed "Performance Plus," an innovative

approach to selling and customer service . Also, we are focusing our fashion

merchandise in the moderate to better price range and watching the

balance closely.
At Lechmere we are carefully monitoring our recently expanded base of stores

to determine how best to generate consistent earnings growth .

Overall, we are striving to be a leader in all facets of our business :

o To serve our customers better than the competition .

a To provide our employees with excellent opportunities for career growth .

a To be a contributing corporate citizen, an integral part of all the communities

where we do business .

By serving the interests of all these important constituencies, we will see to it

that our shareholders receive the maximum return on their investment . . . now

and in the future .
I can assure you that this past year has been both difficult and enlightening for

all of us . The challenges we encountered included . . .

a A lengthy takeover attempt of Dayton Hudson which was costly, not only in
terms of expense, but also in management time and concern among our

employees, customers, and suppliers .

o A repositioning and, finally, the beginning of a turnaround at Mervyn's .

o The stock market crash and its attendant erosion of consumer confidence just

as the Christmas selling season was getting underway .

A The successful opening of 73 Target stores, including 50 locations on the West

Coast that were acquired in a major 1986 real estate transaction .

We not only met these challenges, but we learned from each experience .

We have emerged from 1987 as a stronger company, with a renewed incentive

to perform and succeed! We are committed to achieving our objective of being

the best at what we do . We will strive to be a premier growth corporation . . .

anything less is not acceptable .

Sincerely,
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customers want most continued to be a major priority in 1987 .

Home Furnishings Test Strategy

o We continued to monitor the profit formula and merchandise

mix of Branden's, our six-store home furnishings test strategy .

During 1988, we will add three stores in existing Georgia and

Florida markets to test efficiencies in advertising and

distribution .

Review of Operations

Merchandising

o A major priority in 1987 was ensuring high quality in the

merchandise we offer.

o Our companies undertook steps to improve their fashion

offering, strengthening their trend merchandising and sales

promotion strategies .

a To provide greater value to our customers, we began an

aggressive program 1 :0 lower everyday prices by passing

on the benefits we receive from a lower income tax rate .

Customer Service

o Keeping our stores fully stocked with the merchandise our

o We focused on keeping our stores up-to-date and convenient .

Our companies introduced new store prototype designs and

remodeled existing stores .

o We introduced innovative programs which raise standards for

customer service.

Technology

o We installed new technological systems, including electronic

bar-code scanning and automatic price look-up .

o Technology aimed at improving efficiency and productivity

included electronic communication with suppliers and new

computerized distribution systems .
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Dart on Hudson Corporation

Opera t i ng Commit tee

Sea ted l eft to right:

S t e phe n E . Wa t so n, Chairman and

CEO, Din Ion Hudso n Department

Store Co rnpanr :

Br uce G . Allbright, Presi dent,

DaYton Hudson Corporation ;

Kennet h A. Macke . Chairman and

CEO, DaYron Hudson Corporation :

Robert J . U lr ic h . Chairman and

CEO. Target :

James T. Hal e, Senior Vice Pres ident

a nd General Counsel, DaYton

Hudson Corpor ati on .

Standing l eft t o right:

C . George 3ca l a. Chairman,

Presi de nt an d CEO. L echmem;

Walter T. R ossi , President and CEO.

Me t i•cn 's :

Willard C . 3hul l , [ll, Senior Vice

Pres i dent and ChiefFinan cial

Officer. DaYton Hudson

Corporation .

Corporate Operating Committee

El We establ is hed a corporate operating com mittee to create a

stronger partne rship between corporate m anagement and the

management of our operatin g companies, and to bring corpo-

rate management closer to the c u stomer.

El The operating committee has a threefold miss ion : to conduct

organized discussions of strategic, operating, and pol icy issues ;

to ser ve operati onal and deve lopmental needs; and to improve

communications .
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narrowed and updated to place more

emphasis on key items . The home decor

and domestics areas in particular achieved
outstanding re s ult s after fashion and qual-

ity were up graded .

Target continued to work toward lower

everyday prices in 1987 . with an aggres-

sive effort t o pass on to customers the

benefits the company i s realizing through

a lower inro me tax rate . The company

.also introduced its " YOu'l] Never Pay

Less" program which guar antees cuswm-

erti that if they find a lower advertised

price on an d it em at another store w ithin

30 dav s, 'T.ir Let will refund the difference .

To speed the check-out process. Tir -'et
in s talled electronic has-cOLle sc anner s in

Tar ,_,e t began te s ting a new integrated

store di s tribution system called Merchan -

During 1987, Target developed and

implemented an innovative store person-

nel program designed to give employees

greater job tiatistlirtinn through more

Target

Target experienced the most dramatic

growth in its history in 1987 . The

company added a record number of new

stares, including 50 units primarily in

California -~k hich were acquired in a major

real estate transaction in 1986 . Despite the

expenses related to remodeling and open-

ing these stores, Tars once again

reported record results . making 1987 its

lath consecutive year of increased

earnings .

1987 Highlights
c Target opened 73 new stores, including

units in five new markets : Detroit, Las

Vegas, Reno, the San Francisco Bay area,

and the San Joaquin Valley of California .

The expansion increased retail space

by ill';r .

o Total revenues incn•,isr .f "r:r over the

prior year. Sales from new stores were

very strong . Comparable -store revenues

rose d~/ .

o Oper a ting profit in c r eased 4% despite

major store co nvers i on expenses . Without

th es e expense s, Targe t 's operating profit

would have been up 17-C' .

The Year in Review

Targe t continued to refine its merchandis-

ing strategies in 1987 . Asso rtments in

categories ;ugh as electronirs, domestics,

shoe", a CCC.x01_ i C . . :1nd children,, kkem

-"---mar

~. .~.~^ .

more than 100 stores in 1987 . I n addition

to s a -~ in ,-, the customers time . thi s techno-

logical enhancement provides ['or more

accurate inventory dat a_ tihi< : h improves

Targets ability to keep its ,fickes

.WIACL l %.ith the nier Chan k li l,° :W tnmc rti

want most .

disc Flow The test is aimed at improving

both in-stock positions and profitability.

Under the new system.'larget's distribu-

tion centers deliver replenishment ship-

ments to stores daily in quantities

designed to fit on the selling floor. The

project is being tested in one merchandise

division in the Pueblo, Colorado distribu-

tion center. which serves 44 ,tmr, .
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states : Washington, Oregon and New

Mexico. Additional stores also are

planned for Michigan and California .

Ne w distribution centers with larger
capacity to support planned growth will

open in Sacramento and Indianapolis .

c Electronic bar-code scanning will he

installed throughout the entire chain by
the end of the year.

:i The Merchandise Flew system will he

expanded to two additional merchandise

divisions. Inventory systems also will he

enhanced to improve in-stock position .

Millions o f
ki l l a r .1 1987 1 986 1 985

Rrwnu e . $5,306.1 j1 .3i-3 -9 53 , 911 . 5

c ) perJ t ir.g

P rofit` $ 1 2 2 . 5 S 3 11 .0 $ 277.8

Stores 317 246 226

Re t a il Squ are

Feet /01N 1i + • 31,618 21.1_60 22 . 111

"Op era tin g pro fi t i . L I FO earnings from o pe rati o n s

before corporate expense . interest and income taxes .

'Total square feel less office . w a reho use a nd vacant

space .

Looking Ahead to 1988

_1 A 25-store expansion program
include multi-sturc entries into three new

hours for part -time worker., skill - based

pay increa ses and additional benefits . The

program, called Team Flex Staffing, is

resulting in greater overall customer ser-
vice by giving Target the flexibility to

quickly increase staff in areas of the store

w here it is needed most .
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Signif i cant s teps were taken i n 1 987 in

each of h4rrvynti three p rincipal business

strategics to enhance the company's
potential for continued growth .

Recognizing that quali t y is t he most

important c lement in the company's

merchandise direction, Mervvn created a
product development organization to

monitor and improve the quality of the

merchandise of fering. During. 1987, a
large number of key private-label items,

includini! men; dress shirts, sock ., and
tOnvcl ., were upgraded in quality .

Consistent u ith \1rn yn's objective to

improve its fash ion trend execution, the

company created a trend organization to

monitor and introduce fashion trends on a

more timely basis . Mrrvyn's sales promo-

tion strategy also was upgraded to

communicate to customers its new locus

(m fashion.

The most significant step taken in 1987

to improve customer service was the

implementation of electromi .: bar-code

scanning. The system was installed

threw__huut the entire chain in just six

month,. making Mervyn's the first

national .oftgoods retailer v: ith elec-

tronic scanning .

Another technolo_~icul custorrier service

enhan,:cmer.t intn,tiu :<<I in NK7 a

magnetic stripe reading system which

automatically reads the information on
credit cards.

The introduction of a new store proto-

type in 1987 is aimed at making shopping

more pleasant and convenient for

ulervyns rustcmcrti . In the new pruto-

ty'pe, merchandise is grouped topether to

create the effect of several specialty stores

or "+vorld' such as Mens World and

Home World. Ten "strike points' act as

.takes for dominant trend merchandise

presentations . The prototype also

Mervyn 's

Mervyn's concentrated on the implemen-

tation of its three primary business strate-
gies in 1987 . The three strategies-

merchandise direction, customer satistac-

ticm, and expense management-ore
aimed at placing Mcrvynti in a strong

position between upscale discounters and

department stores . N1cr% vn also recorded

the exist successful new market entry in
its history a ith a multi-store expansion

in Michigan .

1987 Highlights
o 16tal revenues increased I l % over the

previous year. Revenues from comparable

stores were up 1 ~,r .

a Operatin g profit dec lined 6% for the

year. For the fourth quarter. operating

profit rose substantially .

::i Twenty tour new stores opened, bring-

ing the year -end total to 199 . The open-

ings included eight stores in Michigan

market s and tour store , in the Los Ange-

les area, increasing the total there to 36 .

a Mervy n; achieved the lowe st expen se

rate in its history.

~~~,~,,,~ .
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feature s new graphic s , s igning, and supported by the implementation of many
(Millions of

accent lighting. of the key elements of the new store prate- Dollar s ) 1987 1986 1985
type into the existing stores . A broader

Revenues $3,182 .6 y? .8 62 . 3 $2,527 .0
Looking Ahead t 01988 sto re remodel p ro t o t y pe also will be Operating
o In the area of merchandi sing, Mervyn's developed for u se in the future. Pn,r ii $ 150 .4 S t W2 $ 245.0
will concentrate on the strategies begun in u Expen se management will continue to Store,, 11" 175 148

1987 : a refinement of as,ortment s, more be a majcir focus . Mer<< ynti expects tech- Retail Feet Square
( 00[)I 15.727 13 , 83 1) 11 . 733

competitive pricing , better in -stock pos i- nological improvements like electronic
Lion s , sharper trend execution, improved communication with suppliers to begin to
quality, and upgraded sale s promotion . produce expense savings in 1988 .

Customer service programs will be D Menryn~ will open 15 stores in 1988 .
The new unit s will be primarily additions
to existing market s.

4aL.,,

~~ - ---

~ - .



Dayton Hudson Department Store Company 10

I

s

program raises standards for custome r

service and provides employees with

potential for increased pay aid greater

upportunitie,, for career advancement .

Tes t results indicate tha t t he program w i l l

be successful in enhancing Lu,tomer ser-

\ice and producing i ncremental sales .

tiun also resulted in an increase in space
for apparel .

Pcrt'Ormance Plus, i major program

aimed at improving customer service . was

rolled out to ready-to-wear areas in 21

store,, and throughout the entire Hudsonti

store in Grand Rapids . Michigan. The

Cxpen ses .

Dayton Hudson Department Store

Company (DHDSC ) continued to work
toward expanding its share of the moder-

ate and better fashion business in 1987 .

Major steps taken during the year

included an up-rading. of merchandise
fashion and qualil,,, continued expansion

of a major new customer service program,

and ongoing improvements in store design

and merchandise presentation-

1987 Highlights

D Revenue , declined 114 from the

previou s ye ar, reflecting the elimination
of several merchandise departments as

well as an industry-\vicle slowdown in

apparel sales .

D Operating profit fell '_6°/r due to lower

sales and a decline in the gross margin

ratr .

o Major store remodeling projects in

three Dayton's stores and 10 Hudsuns
stores were the most the company has

undertaken in a single year .

T6s Year in R.vi.w

DHDSC continued to refine and refocus

its mcrc handisinz strategy in 1987 . eelimi-

nating several m e rchandise areas that

were inconsistent with the company',,

d irCr ti0 n .

Other merchandising changes included

a realignment ot'womeiis apparel by litc-

stvle to reduce the number of areas with

similar items and make shopping more
convenient for the customer.

Tile furniture and carpet de part rile nt,,

in Hud,un~ stores %kcre r0m,0liLlated into

fewer, larger furniture flour . . \~ ith a net

Increase in furniture gale . . The k :OmxOlid a -

r, : .

t*~

. i

Advances in technology helped to

improve service and reduce costs in 1987.

The company intensified its commitment

to the utilization of UPC aides, testing

gull price look-up, electronic wanding in

selected departments, and electronic data

interchange with an increasing number of

suppliers. All credit functions were

consolidated during the your, resulting

in increased productivity and lower
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Looking Ahead to 1988 tional full stores as well as additional
i f)HDSC will continue to remodel departments . A modified program for
stores so that they remain fresh, up-to- small markets will be tested in the Fargo,

daft. and convenient for the customer. North Dakota store .

Major remodeling programs are sched- c Career apparel for both men and

tiled for seven Hudson's stores and five women is expected to be a major growth
Dayton's stores in 1988 . category fi r DHDSC in 1988 . The home

c The Performance Plus customer service area . particularly domestics and furniture,
program will he expanded to two addi- is expected to do well . DHDSC will focus

on key fashion resources in the moderate
price range in 1988 .

i Millions of

l)oIlars .

Rr%enues

Operating

Profit
Slores

Retail Square

Feet ((XK)i

1987 1986 1985

$1 .5$2 .3 51 .66 . 3 $1 .447 .9

122.4 S 165.8 $ 12i .8
37 37 37

7,791 7.791 7 .904

0%, 14
y,'
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The Year in Review

Refinements in Lechmere's merchandis-

ing strategy focused on the expansion of

several targeted growth categories,
including home office equipment, ready -

to-assemble furniture, ceiling fans, house-

wares and storage itcms, athletic shocs,

and sporting goods .

Lechmere also entered the rapidly

growing home health care market with a

l6ur-slurs test featuring quality, brand-

name merchandise for use in the home .

Products tested were selected from seven

categories : stress management . health

measurcmrnt, mobility and bathing aids .

professional health treatment . environ-

mental measurement and treatment, oral

hvsiene, and scales .

Other mcrchandisin~- programs imple-

mented during the year included a

comp.iny-u ic1e focus on accessory

product,, .

Among the seven new units opened in

1987 wwas a new prototype store in Sara-

.ula. Florida . The 6U .1)(N1-tiyuarc-foot

store, ~% hich compares k\ ith the standard

accuracy and reduce transaction time

were installed in all stores . A computer-

ized price look-up system was introduced .

New logistics systems lowered distribu-

tion expense significantly and improved

in-titLxk positions .

Customer service programs introduced

during the year included a mare liberal

return policy and aprice-guarantee

program, which assures customers that

Lechmere will match the market's lowest

prices on any item .

During 1987, Lechmere reorganized its

HU,(lO[l- :yuare - foot unit, features new

interior and exterior signin,_, . a new- color

scheme, and an exposed reilng to give the

store the loolk and feel of an open ware-
house. Indications are that the sales poten-

tial may be as great in the smaller store as

in the traditional 80 .000-square-foot

store .

Lerhmere incorporated a iumher of'
technological improvements in 1987 . New

checkout terminals designed to improve

Lechmere

For Lerhmere . 1987 was a year of contin-

tied rapid growth . With the expansion

completed during the year, the company

has grown from 10 store,, to 24 stores in

just two }ears . Lechmere also introduced

a new store prototype in 1987 . and contin-

ued to refine its offering of high-quality,

value-priced electronics products, appli-

ances, housewares, and leisure-time

equipment .

1987 MHighlights

o Seven stores opened, four in North-

eastern markets and three in new markets
in the Southeast : Raleigh . North Carolina ;

C'lcarwater. Florida, and Sarasota .

Florida .

D Total revenues increased 3 .3% . Reve-

nues from comparable stores rose 6~(- .
New stores opened during the year

reported very strong sales .

c Operating profit increased 16~%r despite

significant expenses related to expansion .

12

rte ,
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New Hampshire ; Greenville, South Caro-
lina : and Charlotte . North Carolina.
El Sales of home office products are
expected to continue to grow as more

people work out of their homes and small
business formations increase . New prod-
uct introductions also should fuel rising

sales in this rapidly growing area .
o The market for home health care

merchandise looks equally promising . In
1988, Lechmere will introduce home

health care products in all stores to take
advantage of the expected growth .

(Milli on s of

Dol lars) 1987

Revenue, $636 .3
Operating

Profit $ 22.7
Stores 24
Retai l Square

Feet (0,M ) 2,317

1986 1985

547 5 .6 5348 . 9

$ 19 .5 $ 19 . 8
1 7 10

1 .75? 1 .154

Looking Ahead to 1988

El Lechmere will slow its expansion in

1988 to focus on improving productivity
and profitability. Three 60,000-square-
foot stores are scheduled to open during
the year, each in a new market : Salem,

~ ,rLFr
E

W` •YY tl

W

~ ~

~R. . .. ~

red1(
Com„d„r lp~

.'~ M ..n ..A-IR

commission selling management program

to upgrade sales positions, establish new
performance standards, and provide more

opportunity tar career growth .
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Corporate Gove r nance : A Foundation for Successful Corporate Management 1 4

Damun Hudcnn ( ' urpuruhnn

Guard oI Directors

Settled /e// tr , rex! ltl :

Bell v Ruth Hollander. The, Orne ,qu

Group, /m-:

L1% it) U Iktiimunr . x ,51 ( 'nm pnurc :

Robert A . Burnett . Meredith

Corpo ru7iun :

Bruce K. Mar La ury . The liruuk ing .%

n s l uu r lnrt :

Kenneth A. Macke, Uur t rm 11udum

Cnrp n ruriuir :

Roger L . Hale . l< • iiiiun l ( 'oinpurrr :

Bruce G . ,411hrig ht . Aj .%fon Hudson

Cr n pniul iurt .

Srundin .ti left to ri ,SW :

Day iJ ' 1 . Kearn s, Xerox Corportition

D a% iJ ' I McLaughlin .7 he Aspen

Humunis rer Srndr e •.s ;lr : w inue • for

Rand V Araskug . !7 ' l Corporation :

John A . Rallu ag cn . (rug

Re.% eur< ' h . /it(

Donald J . Hall . Nullmurk Curds .

/tic nrl o ru7rd .

balance of perspectives that we believe is

essential to the effective gov . .rnance of

our Corporal ion .

At Dayton Hudson, we consider effective

corporate governance to he the very

foundation of successful corporate

management. According ly, our Board of We recognize that an independent

Directors plays a key role in our success as Board of Directors also is necessar y to t

describes its role as follows : "As repre-

sentati\,es oft he sha reholders, to be th e

primary force pressing the Corporation to

the realization of its opportunities and the

fulfil l ment ofits ob l iga t ions to its share-

holders, custome rs, employees and the

communities in which it operates . -

We believe that the ability of the Board

to achieve this mission is directly related

to t h e quality of its membe r s. We look for

directors who have a proven record of

arcotnplishmen t -individua ls who are a t

the peak of their careers . We seek people

whey have experience, i ntegrity and

intelligence. We also seek it diversity in

prolessional background,, and personal

qualifications, so that our Board hit,, the

for an open and dynamic re ationship . We

be l ieve t h at such a relat ionsh i p is the best

assurance to our shareholders that the

Curporatiun*s future is secure .

a Corporation .
The mission statement of our Board

effective corporate governa nce . Our

dire c to r s must h ave the freedom and inde -

pendence to yuestion, challenge and stim-
ulate management . Our objective i s to

have a Board made up pred(,minately of'

directors from outside the day-to-day

management of the Corporaion . At

present, only two representatives from

management serve on our I :?-member

Board .
In all our dealings between manage-

ment and the Board of Dire,_tors, we strive
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Financial Information

o Capital investment, including the present value of new oper-

ating leases, totaled $876 million . That compares with an

investment of $1 .09 billion in 1986 .

o The gross margin rate declined, reflecting a highly competi-

tive retail environment and a commitment by our companies to

pass on to the customer the savings resulting from a lower

income tax rate.

a The operating expense rate improved, continuing the trend in

each of the last six years .

o Interest expense rose due to increased levels of debt offset in

part by savings resulting from the purchase and redemption of

high-interest rate debt in 1986 .

o Our income tax rate was 42 .9%, down from 48 .4% a year

ago.

o Dividends declared totaled S .94'/2per share, an increase of

Contents

F inanc ial R eview
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1 9 87 1986 1985

$ 228 . 4 S 255 .0 $ 280.5
74.5 55.9 49.9

Return o n Inve st ment

Ne t ear nin g , from continuing operations
Inte re s t expense-after ta x ( a )
Inte re s t e qui va lent in operating lea se s-

aft e- ta x Ibl 26 .4 1 6 .8 14 . 7

329 . 3 S 327 .7 S 345 . 1Earnings before fin a ncing costs S

I,I[ -3 943 .4Working capital (ci
2 , 402 . 3 I ,655 .7 I ,418 .bNet property and equipment

22 .3 13 .0Other non-current assets
Capita leases 114 .9 1 14 .7 114 .7

38 2 .2 258 .1 230 .0Presen t v alue of operat in g leases

2,7 ]9 .7Total investment at beginning of year 3,

10 .4 9EReturn on investment

9 S$1,203.5 S

147 .4

$4,250 .3 1 155 .1 $

7.7% 12.7%

Return o n Equity
Net Earning s

= 10.5% 13 . I k 1 6 .21k
Eq uity

Investment and e qu i t y arc N, ginning o f pe riod .

R e t urn on equ it y provides a measu re o f profit genera te d pe r do] lay of
shareholder investment .

Financial Review
('vlilli<m~ oi Dollars, Except Per Shire Diti)

Our objective i s to provide shareholders with a superior return
on their i nvestment through a combination of s tock pri ce appreci-
ation and current income, while maintaining a flexible and
conservative capital structure .

Performance Objectives
∎ Return on equity of 18% .
∎ Annua l EPS growth of 15% .
Achieve ment of our financial performance objective s depends

largely upon our abilit y to produ ce a superior return on inve st -
ment (R01 ) . ROI is the most important single mea sure of finan -
c ia l performance and it i s the primary financial tool w e u se to
manage ou r busines s . We define R01 as t he aft e r-tax return on
inve stment before borrowing cost s .

ROI is an important part of the following managem ent
process es :
∎ Performance Appraisal . The incentive compensation of
management i s based on return on inve stment , a s well a s on
growth in earning s.
∎ Capital Allocation . We a llocate capital for expan sion of each
operating comp any based on th e a ctual and projected perform-
ance measured aga i n st its ROI standard . Additional criteria for
allocating capital include th e quality of the compan y's s trategic
plan, strength of the management team , it s systems and deve lop -
ment of market position .
∎ Capital Project Evaluation . All capital projects are expected
to achieve ROl levels which will produce an internal rate of return
over their li fe of 13% . We audit actual re s ults in the years follow -
ing completion to determine a c tual individual project performance.

Kev Financial Ratios

Cont inui ng Operatio n s 1987 1986 1985

Earnings
Return on Sales = 3.1% 3.6% 4.2%

Sales

rimes

Sales
Investment Turnover = 2.5x 2.9x 3.Ox

investment

equals

Earnings
Return on Investment = 7.7% 10.4% 12.7%

Investment

(a) Interest expense o n beginning-of-year d ebt and c ap i t a l lea s es.
(b) A ssume s after- tax interes t cost o f appro ximat el y 7% on b ec inn ing -o f -year

present val ue of operat i n g leases for 1987, and 6'; :% Inr 1986 and 1 985 .
(ci Curren t asse t s less non-i n te rest bear in g current liabilities .

Financial Polici.s
∎ Maintain strong inve stment grade ratings on our debt . Our
long -term debt and commercial paper carry v er y s trong rating s
from the major rating agencies .
∎ A t arget d ebt ratio of 45% of total capitalization, including
c apit a l l eases and the present value of operating l eases. Our 1987
debt ratio exceeded our target due t o the share repurchas e
program . We believ e thi s act i on will produce an excellent value
fo r o ur s hareholders .

Desc iption of Ratios :

Remnn o n s al es i ndic ate s the amount of profit per do llar o f sa le s before
fina n . in g cas ts.

Ime i menl turn onrr {,wk i .ic . ;i mr :n ure ot chi ruin C . i.h 11,11,u

in ve ~ .eJ i n our h u . i n r ,N

R e tu rn o n inves tment provides a mea s ure o f profit gene rated from e a c h d ollar
in vested befo re financ in g cos t s .



1985

$ -
tS 1d.2
133 . 2
258 .1

I . ?05 . 5
121 .4

1,947 . 4

$3,274 . 3

1987

S 353 .3
1,697 .4

139 .7
37 6 . 1

2,566 .5
285 . 0

1 , 986 . 0

$4,837 .5

1986

S -
1,250 .5
136 . 7
382 .2

1 .769 . 4
301 . 4

2 ,1 79 . 5

X4 , 250 . 3

N o t es Pay able
lo ne - term debt (a)
C apit a l ]cases (a)
Pre s ent value of operating lea s es

Total debt and equivalent
Deferred items
Equity

Total capitalization

Debt rati o ( to tal debt and equivalent
a s a perc enta ge o f total ca pitalization)

( a ) In c lu di n g c u r rent p o rtio n .

53% 42% 37%

Revenues
The major portion of our revenue growth continues to be gener-
ated by Target and Mervyns, primarily due to their aggressive
expansion over the last few years . DHDSC reported a slight
decline in revenues, while Lechmere showed a significant revenue
increase resulting from expansion as well as base business growth .

Revenue In c reases/
(Decreases) 19 87 19K6 1985

Com- Com- Cam -
All parable All para ble Al l para ble

Stores Stores Stores Sto re s St o re s Store s

Quarterly Dividend
Declared per Share Common Stock Price Range

Fiscal 1987 1986
Quart er 1987 1986 High Lo" High Low

First $ . 23 $ .2 1 W'/s $3&/a $55'/w S40'/K
Second . 2 3 .21 63 41 '/4 581/. 44 'A
Third . 2 3 .2 1 601/2 211/2 481ik 40
Fourth . 2 51/': 23 35 251;M 47 /, 40 1/4

fatal Year $ . 941/2 5 .86 S63 521'-4 $581i: $40
Productivity is typically lower in new stores and improves as

stores mature. Target, however, showed improvement in revenues
per square foot in 1987 despite 73 new store openings .

C apitali za tion

The majority of our g rowth will con tinue to be financed w i th
internally generated fund s. The remainder will be financed with a
mix of debt which i s cons i s tent with the cash flow characteri s tics
of our capital i nve stment s .

Becau se of the lead times required for planning and construc -
t i on of our stores , we make commitments before actual capital
expenditures occur. Our financial policie s limit th e amount of
the se forward commitment s to a level which could be funded by
projected internally generated fund s .

Capital Investment
Target and Mervyn's continue to receive the majority of our
capital investment, which totaled $876 million in 1987 . Capital
investment in 1988 is expected to exceed $600 million .

Capital Investment 1987 1 986 1 985

Cap it al expenditures $839 $ 941 $403
Prese nt v al u e of new ope r ating lease s 37 148 41
Total $876 $ 1 ,089 545 4

Dividends and Common Stock Price Per Share
In support of our goal of providing our shareholders with
a superior return on their inve stment , it i s our policy to make
regular annual increase s in dividends on common stock .

Dividend s declared in 1987 totaled $ . 94'h per share,
a 10% increase over the $ . 86 per share declared in 1986 .

The quarterly dividend wa s increa sed to $ . 25'/. per share paid
in the first quarter of 1988 . The current annualized rate i s $1 . 02
per share .

Dayton Hudson Corporation common stock i s li st e d on the
New York Stock Exchange and the Pacific Stock Exchange with
the symbol DH, and abbreviated in new spaper li sting s a s
DaytHd .

At year-end , the numb e r of Dayton Hudson shareholder s
of record was 16,684, compared with 15 ,480 at y e ar-end 1986 .
On April 4 , 1988, there were 16 , 220 shareholders of record and
the common stock price was $371/2 .

Analysis of Continuing Operations »
(Millions of Dollars . Except Per-Share Data)

Revenues i nc reased 1 5% in 1987 largely due to our expan s i on .
Comparab l e-s tore revenues ( revenues from s to r es open longer
than 1 _2 month s) rose 2% . O u r resul t s follow a to t al revenue
i ncrease of 12 % and a com parable- store revenue inc rease of 5%
i n 1 986 . Net earnings from continu ing operations dec lined 10%
i n 1987 . The dec line is primarily the res ult of a reduc ti o n in gross
margin ra t e as we ll as increased start-up an d interest expense . In
1986, our earnings declined 9% and in 1 985, earn ings in c reased
14 °k .
The follow in g tab l e il l us tra tes the i mpact of the major facto rs

cont r i buting to the changes in our earn ings per shar e from conti n -
u i ng operat ions si nce 1985 .

1987 1986
v s. vs.

Variance analysi s: 1986 1985

Pr ior y ear 's earnin gs per share $2.62 $2 . 89
Change in earnings per share due to :
Revenues . 44 . 39
Gro ss margin rate (.711 1 .7 1
Operating expen s e sale . 30 .33
Star[- up expenses ( . 24) ( .06)
Intere s t expen se, net (.15) ( . 10)
Income tax rate . 23 ( . 13 )
Corporate expense and other factors, net ( .11) . 01
Stock repur c ha s e, ne t " .03 -

Earnings per s hare $2.41 $2 .62

` Stoc k re pu rc hase inc lu des t h e pos itiv e imp ac t o f a reduce d number of avera ge
share s out s tanding partiall y o ffs et by th e interes t on additi o nal debt to finance the
buyback .

Target 22% 4% I I ~~ 5% 11% 6%
Mervyn 11 1 13 4 18 8
DHDSC (1) ( I ) 8 8 4 4
Lechmere W 6 36 4 25 8

Tot a l -- 15% 2% 12% 5% I ZSF ' 6%

*Comparison e xc lude s re v enu es from Di amond 's and John A . Bro wn whi ch were
sold in 1984 .

One measure we use to evaluate the productivity of our stores
is revenues per square foot .

Re.enue s Per Square Foot* (Unaudited)
(Dollars) 1987 1 98 6 1 9 85

Target $193 S1138 $180
Mervy n: $216 $226 $233
DHDSC $199 $201 $1 84
Lechmere $323 $328 $340

*Th irteen-mon th average reta i l squa re feet .



Income Taxes
Our effective income tax rate was 42 .9% in 1987, 48 .4% in 1986
and x•5 .8°k in 1985 . The benefit of a lower tax rate in 1987
resulting from the Tax Reform Act is partially offset by the loss of
investment tax credits . The increase in the 1986 rate was
primarily the result of the loss of investment tax credits . Our
effective tax rates for 1987, 1986 and 1985 vary from the federal
statutory rate as follows :

19ti7 1986 1985

39 . 0 46.0% 46 .091
4 . 1 3 . 9 3 .9

( .6) (2.0) (3.6)
. 4 .5 ( . 5 )

Pe rcent of Earnings Before Income "lbws

Sta tuurv rate
State i ncome taxes, net of fede r al tax benefi t
Tax c r ed it s, net*
O ther

Deprr : ciationexpense $40.4 $36.6 $32 . 3
In stallment sale s deferred income (38.3) (1 . I ) 14 . 3
Inventory cos t capital i zation (11 .1) - -
Bad debt expense 11 .91 - -
Vacation pay expen se (6.2) - -
Othe r 113 .4) 2 . 8 ( . 3 )

Provi sion for deferred taxes 5(30 . 5) $38.3 $46 .3Interest Expense
Our interest costs have risen primarily due to increased levels of
debt offset in part by savings resulting from the purchase and
redemption of high-interest rate debt in 1986 . The additional debt
in 1987 was used for capital expansion and store remodeling, to
tinance the stock repurchase program, and to fund inventory
levels necessarv to stock new stores .

Included in our revenue s i s finance charge revenu e o f $143 . 4
million on internal credit sales of $? . 40 billion in 1987 , $151 .4
million on sales of $2 . 39 billion in 1986, and $144 . 1 million on
sa les of $2 . 27 billi on in 1985 .

Gross Margin Rate and Inventories
Our overall gross margin rate (excluding buying and occupancy)
declined in 1987, reflecting a highly competitive retail environ-
ment and our commitment to pass on to the consumer the income
tax rate reduction of the Tax Reform Act of 1986 . The relative
growth of Target and Lechmere, our low-margin companies, also
contributed to the decline in our overall gross margin rate . This is
in keeping with our strategy to build sales volume with a focus on
generating strong increases in gross margin dollars . Substantial
declines in the gross margin rates of Mervyn's and DHDSC are
due in part to higher promotional markdowns . Mervyn's rate is
also impacted by the ongoing strategy of providing better value to
customers. Target and Lechmere reported slightly lower gross
margin rates.

The 1986 overall gross margin rate was lower than 1985 due to
a significant reduction at Mervyn's . DHDSC's gross margin rate
improved significantly in 1986, while the rates at Target and
Lechmere declined slightly.

We use the last-in, first-out (LIFO) method of valuing invento-
ries and determining cost of sales . The LIFO provision included
in cost of retail sales was a charge of $21 .5 million ($ .13 per
share) in 1987, compared with a charge of $37 .9 million ($ .ZO
per share) in 1986, and a charge of $13 .5 million ($ .08 per share)
in 1985 . The decrease in the 1987 provision was due primarily to
inventory growth necessitated by our rapid expansion . The
increase in the 1986 provision was due to lower markups.

The cumulative LIFO provision was $110 .4 million at January
30, 1988 and $179 .5 million at January 31, 1987 . The lower
balance at January 30, 1988, reflects a reduction of FIFO inven-
tories and the cumulative LIFO provision by equal amounts .
There is no impact on the LIFO inventory balance .

Operating Expense Ref.
Our 1987 operating expense rate improved compared with 1986,
continuing a trend of improvement in each of the last six years.
This stems from our continued emphasis on operating expense
control . Additionally, the lower operating expense rates of Target
and Lechmere favorably impacted the consolidated rate due to
these companies' relative growth. Target, Mervyns and Lechmere
improved their operating expense rates in 1987, while DHDSC's
rate increased primarily due to lower sales and the higher payroll
costs associated with an improved customer service program .
Operating expenses include buying and occupancy costs, selling,
publicity and administrat i ve expenses, depreciat i on, rent and
taxes other than income taxes.

Start-up Expenses
In creased s tart -up expenses in 1987 reflect Target's major expan-
sion on the We s t Coast . The start - up, rent and other co s t s
incurred in 1987 relating to the conver sion of 50 store sites
acquired in late 1986 amounted to $42 . 9 million ($ . 26 per share) .

i s

I nterest expense includes interes t costs i ncurred on de bt and
capita l l eases . This expense is redu ced by the amount of interest
capi ta li zed as part of an asset's cost during a period of construc-
t i on or remodeling. Interest expense a l so i s reported net of
interest income, which resu l ts from the tem porary investment o f
seasc: nal cash flows and proceeds from debt issues .

Components of Interest Expense, Net 1987 1986 1985

I ntere>.t on debt $146.3 $127.7 f 95 .4
lnt ere! . t o n c apital le ases 16 .6 16.4 16. 5
Interest cos t c apitali zed (6 .7) (6 . 7 ) (4.7)
lnt ere-•t i nc ome 14 .4 ) ( 1 9 . 9) 17 . 4 )

Net expense $151.8 $ 1 1 7 . 5 S 99 .8

Effecti ve tax rate 42 .9% 4 8 . 4 45 . 8 9)

*Net tax c redits, primarily investment tax c redit s and targeted jobs tax c redit s, were
$2 . 3 million in 1987 , $9 . 9 million in 1986 and $18 .4 million in 1985 .

We anticipat e that our effective income tax rate will be approxi -
mately 40 °k in 198 8 .

The components of our provision for income taxes for the past
thre e years are as follows :

1987 1986 1985

Current: Federal $169.7 5170 .7 5160 . 8
State 32 .2 30 .2 30. 2

201 .9 200 .9 191 .0

Deferred : Federal (25.3) 33 2 39 . 2
S tate (5 .2) 5 I 7 . 1

( 30 .5) 38 . 3 46 . 3

Total $171 .4 5239 .2 5237 . 3

Vke provide deferred income taxes for income and expenses
which are re c ognized in different years for financial and tax
reporting . Our deferred tax provision is compri sed of the
foll owing timing differences :

1"7 11)86 1 985



Significant Events
∎ Stock Repurchase . On October 21, 1987, the Board of Direc-
tors authorized purchase by the Corporation of up to 15 million
shares of its common stock from time to time . At January 30,
1988, we had purchased 11 .8 million shares at an average price
of approximately $29 per share .
∎ Real Estate and Lease Acquisition . In 1986, Target entered
into an agreement covering 78 stores located primarily in Cali-
fornia . Fifty of these stores were remodeled and opened in 1987
as Target stores . Twenty-two of the sites acquired but not sched-
uled for conversion were sold during 1987 .
∎ Discontinued Operations . Effective December 27, 1986, we
sold B. Dalton Bookseller. The gain on the sale (less income
taxes of $31 .3 million) was $85 .2 million . B . Dalton discon-
tinued its Pickwick Discount Books test strategy in 1986 . Our
consolidated financial statements and related information for
fiscal 1986 and prior years reflect B . Dalton and Pickwick as
discontinued operations .

Res ults of
Di s continued
Operations

Rev en u es

E arnin gs befo re i n come taxes
Income ta xe s

Net earnings

$ 3 .6 $ 6 . 7
(1 .5) (3 . 6)

S 2.1 $ 3. 1

1987 1986 1985

Corporate headquarters expense $18 .4 S17 .4 $17 . 8
Other 48.0 36 .8 39 .4 Business Segment Trends

As shown in the bu sine ss segment compari sons on the next page,
Target and Mervyn :s continue to contribute the greatest portion of
our revenues. These two companies contributed 88 % of our
increase in revenue dollar s over the past five years . Lechmere 's
revenues have had the highe st compound growth rate over that
period at 28% .

Operating profit has increased at a compound growth rate of
8% over the last five years . Target's contribution to total operating
profit has increased from 35% to 52% over the five-year period .

Total operating profit declined 6% in 1987 . Target had an
increase in operating p rofit in 1987 despite expenses related to
the conversion of 50 store s ite s acquired in 1986 . The decline in
operating profit at Mervyn's reflects lower earnings throughout
the first three quarters of the year, while DHDSC 's substantial
decline was due to a lower gro ss margin rate and a decline in
sales. Lechmere achieved higher operating profit in 1987 despite
major expenses related to the opening of seven new stores .

Inflation during the past three years has been minimal. As a
result, reported revenue increases closely represent real growth
rather than growth through increasing prices . We use the LIFO
inventory accounting method for reporting purposes . We believe
LIFO provides a better matching of current costs with revenues
than does the first-in, first-out (FIFO) method . Consequently, the
cost of goods sold included in our results of operations are
already reported in real terms .

While the rate of inflation has eased in recent years, property,
equipment and capital leases include the cumulative effects of
periods of both high and low inflation . If these assets had been
acquired at current costs, our related depreciation and amortiza-
tion would have been approximately 30% higher in each of the
last three years .

The Tax Reform Act of 1986 repealed installment sale
reporting of income from revolving credit plans effective for 1987
and thereafter. The 1986 year-end deferred income from install -
ment sales must be included in taxable income during a four -year
transition period .

The Tax Reform Act also included tax change s which have
created new timing differences in 1987 . The 1987 beginning -
of-year inventory for tax purposes was recomputed using new
capitalization rules . The 1987 beginning -of-year allowance for
doubtful accounts and the additional inventor y re sulting from the
new capitalization rules must be included in taxable income
during the four- year transition period . In addition, the vacation
pay accrual deduction was limited to amounts paid within eight
and one -half months of year-end .

In December 1987, the Financial Accounting Standard s Board
issued Statement of Financial Accounting Standards No. 96,
"Accounting for Income Taxes ." Companies are required to adopt
the new method of accounting for income taxes no later than
1989 . The impact of the change in accounting method ma y be
shown as an accounting change adjustment to income in the year
of adoption or prior- year financial statements may be restated to
reflect the new rule s . The Statement requires a liability method
of accounting for income taxes . We plan to adopt the Statement at
the beginning of our 1989 fiscal year . If we restate 1987 financial
statements to comply with the requirements of the Statement, we
estimate that 1987 beginning -of-year retained earnings would
increase and deferred tax liabilities would decrease by approxi-
mately $55 million .

Corporate Expense and Other Items
Corporate expense and other items for the past three years are as
follows :

Total $66.4 X54 . 2 $57 .2

The major components of other are the net results of opera-
tions of our test strategies and charitable contributions in support
of our 5% giving program . In 1987, other also includes one-time
expenses of $9 .1 million related to an unsolicited takeover
proposal, a loss of $5 .0 million resulting from ending our tele-
marketing test strategy, and $4 .6 million related to the restruc-
turing and consolidation of our corporate headquarters . These
one-time expenses were partially offset by income of $5 .0
million related to the sale of B . Dalton Bookseller.

affect of Inf lation

19

1986* 1985
47 Weeks Ended 52 Week s Ended

December 2 7, 1986 February I , 1 986
$514.7 $538.1

'Re s ults from Pic kwic k in c luded thro ug h July 5, 19 86 .

∎ Extraordinary Charge . During 1986 , we purchased and
redeemed a significant portion of our high - interest rate debt at
a premium above par . This purchase and redemption resulted in
an extraordinary charge of $32 . 3 million (net of a tax benefit
of $32 . 6 million) . The replacement of the debt at lower interest
rates is resulting in intere st expense saving s .



Business Segment Comparisons
I Millions of Dollars) - 1987 IyH6 l yii$ l y H 4' 142{i IyH?

Revenues
Target $5,306.1 $4 .3549 53,931 .5 S3,SS0 . 1 $3, 11 8 .4 $2,412 .4
Mervvnti 3 , 182 .6 2,862 .3 2,527.0 2,141 .1 1 .688 .9 1,335 .8
Department s tores 1 ,552 .3 1,566 .3 1,447.9 1,547 .8 1,483 .9 I ,350 .2
Lechmere 636.3 475.6 348.9 280.2 227 .0 188 .0

Total $10 ,677.3 $9,259 .1 $8,255 .3 $7,519 .2 $6,5 1 8 . 2 $5,286.4

Operating profit
Target $ 322.5 S 3 1 1 .0 $ 277 .8 $ 235.6 $ 176 .8 $ 150.1
Mervyn 1 50 .4 160.2 245.0 223.3 184.5 152 .3
Department stores 122.4 1 65.8 121 .8 1 06.7 155.7 114 .4
L.echmere 22.7 1 9 .5 19.8 20.2 18.8 1 2 .0

Total 618 .0 656.5 664.4 585.8 535.8 428 .8
Interest expense,net 151 .8 117.5 99.8 97.7 86.1 64.9
Corpora t e and other 66.4 54.2 57.2 47.4 40.2 10.2
Corporat e and int erest expen se absorbed by

discontinued operation s - (9 . 4) (10. 4) (12 .8 ) ( 6 .4) (4 . 4 )

Earning s from continuing operation s before
income taxes and extraordinary charge $ 399.8 $ 494.2 $ 5 1 7.8 $ 4 53 .5 $ 415 .9 $ 358 . 1

Operating profit as a percent of revenues
Target 6.1% 7.117c 7.1% 6.6% 5.7% 6.2%
Mervyn's 4.7 5.6 9.7 10 .4 10.9 11 .4
Department stores 7 .9 10.6 8.4 6.9 1 0.5 8.5
Lerhmere 3.6 4 . 1 5.7 7.2 8.3 6. 4

Asset s
Target $ 2 ,638 .3 $2 .178 .6 $1,518 .8 $1,374 .9 $1,257 .8 $1,056.2
Mervyn 's 2 , 113 .6 1,8 1 7 .4 1 ,614.5 1 ,328 .9 1 ,064.2 821 .3
Department stores 760.8 738.6 737.9 727.2 863.3 819.5
Lechmere 430.9 317.5 209.9 151 .0 105.4 89.2
Discontinued opera tions - - 221.4 204.0 185.7 1 52 .6
Corpo r a t e and o the r 131 .9 229 .9 1 1 5 .0 1 3 . 9 118.5 46.5

Total $ 6 ,075 .5 $5 .282 .0 $4 ,4 17 .5 $3,799 .9 $3,594.9 $2,985.3

Depreciation
Target $ 103 . 7 S 76.3 S 70.0 $ 65.7 $ 56.4 $ 42 . 1
Mervynti 81 .7 67.5 54.5 42.7 30.0 23.6
Department stores 29.7 28.0 27.3 31 .9 33.0 31.2
Lechmere 10 . 9 7.8 4.5 3.1 2.0 1.8
Corporate and other 4 .9 3 .1 1 .9 1 .5 1 .7 .7

230.9 182 . 7 158.2 144 . 9 123.1 99 .4
8.0 8 .1 8.0 8.1 7 .7 7.9

$ 222.9 $ 174 .6 $ 150.2 $ 136 .8 $ 115 .4 $ 91 . 5

Less depreciation on capital leases

Total

Capital expenditures
Target
Mervynti
Department stores
Lechmere
Corpo rate and other

$ 143 . 4
138 . 3
26 . 5
5 . 7
6 . 8

320 . 7
25 . 6

$ 295 .1

$ 109 .8
165 . 4
3 3 . 5
24 . 5
2 . 9

336 . 1
10 . 5

$ 325 . 6

$ 137 . 5
95 . 7
27 . 8

2 .9
4 . 3

268 . 2
11 .9

$ 256 . 3

$ 138 . 3
1 76 .6
36.8
42 . 1
9 . 2

403 .0
7 .9

$ 395 . 1

$ 500 .7
207 .6
48 .6
72.2
9.7

838 .8

~ 598 . 0
243 . 5
30 . 5
48 . 6
20 .3

940 . 9
Less expend itures on cap ital l eases 8.2 9.1

Total $ 830 .6 $ 93 1 .8

*Consisted o f 53 weeks .
Department stores in clude Diamond's and J ohn A . Brown through September 29 , 1984 .
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Quarterly Results (Unaudited)
We achieved double-digit increases in total revenues during each
quarter of 1987 . Comparable-store revenues were equal to last
year in the fourth quarter, and showed modest growth in the first
three quarters of the year. Earnings in the fourth quarter increased
l 114 over the same period in 1986 . Net earnings were below last
year in the first three quarters of 1987 due to declines in gross
margin rates and increased start-up expenses .

The table below summarizes our results by quarter for 1987
and 1986 .

We follow the same accounting policies in preparing our quar-
terly financial data as we do in preparing our annual data, with
the following modifications :
∎ We expense costs of opening new stores evenly throughout the
year in which they are incurred .
∎ We recognize real estate taxes, bonuses, professional fees and
benefit plan expenses throughout the year based on anticipated
annual amounts .
∎ We incur additional rental expense on the majority of our
leased stores if the stores' annual sales exceed certain stipulated
amounts . We estimate and record this additional rent each month
based on actual monthly sales .
∎ V1Ve use our anticipated effective annual tax rate to compute
income taxes on our quarterly earnings .

∎ During the year, we forecast our annual LIFO expense based
on estimates of three factors : inflation rates (based on the Depart-
men( Stores Inventory Pr i ce Index published by the Bureau of
Labor Statistics), inventory levels and markup levels . We adjust
our forecast quarterly and allocate the revised projected expense
based on our historical experience of quarterly sales . In the fourth
quarter of each year, we record the final adjustment reflecting the
difference between our prior quarter estimate and actual L IFO
expense. The following table shows the LIFO impact on earnings
per share as reported and as reallocated if we had known the final
inflation rates, inventory levels and markup rates when we made
our quarterly acc ruals .

LIFO Expens el(Credit) As Rep o rted R eallocated

Quarter 1987' 1986 1985 1 987• 1 986 1 985

First S .05 $ .04 S-05 $ .02 S .04 $.O1
Second .06 .03 .03 . 03 .04 .02
Third .02 .09 .04 .03 .05 .02
Fourth 1.01) .04 (.04) .05 .07 o3

Total Ycxr $ .13 $ .20 $,08 $ .13 IS . 20 $ .08

*LIFO expense per s h are i s computed based on ave r age shares outstanding during
the period . In 1987, t h e sum of the quarterly LIFO expense per share may not
e q ual the total year amount because of the impact of the stock repurchase prog ram
on average s h ares outstanding .

Fi rs t Quarter Second Quarter Third Quarter Fourth Quarter Total Year

1987 1 986 1 987 1986 1987 1986 198 7 1986 1987 1986

$2,153.1 $ 1 .886.7 $2,306.2 52.041 ) $2,538.9 $2,215.2 $3,679.1 $3 .1 15 .5 $10 . 67 7.3 $9,259 .1

$ 606. 3 5 547.2 $ 596. 8 $ 559 .8 $ 6 74 .0 $ 61 7 . 1 $ 94 7 .6 $ 829 .8 $ 2 . 8 24 .7 $ 2 . 5 5 3 . 9

$ 33 . 6 S 53 . 1 $ 133 . 7 S 1 20 .8 $ 228.4 $ 255 .0
- 0. 1) - 9.0 - 2 . 1
- - - 85 .2 - 85 .2
- ( 19.7) - (12 .6 ) - (32 . 3 )

$ 33 . 6 $ 32.3 S 1 33.7 $ 202.4 $ 228 .4 5 3 1 0 .0

$ .34 $ .55 $ 1 .54 $ 1 .24 $ 2.41 $ 2 . 6 2
- (.01) - .119 - .02
- - - .88 - .88
- (.20) - (.13) - (.33 )

$ .34 S .34 $ 1 .54 S 2 .08 $ 2 . 4 1 $ 3 . 19

$ 23. 0 5 40.6
- (3 .9)

S 23 . 0 S 36.7

$ .24 $ .41
- (.04)

$ .24 5 .37

$ 38. 1 S 40.5
- (1 .9)

$ .1i3 . 1 $ 38 .6

$ . 39 S .42
- ( .02)

$ . 39 $ .40

N e t Earning s Per Share :**
Continuing
Disco ntinue d
Gain o n Sale of B. Dalt o n
Extraordinary Charge

Conso lidated

Average C ommon Shares
Outstanding (Millions) 97 .2 97 .3 87 .1 97.4 94 .8 97 .397 .4 97 . 2 97 .4 97 . 3

*Gross pro fit i s re ve nues less cost o f retail sale s, buy ing and occupancy
*Earnings per share are computed independently for ea ch of the quarters pre sented . In 198 7, the sum o f the quarterly earnings pe r s hare doe s n o t equa l the total - year
amo u n t h eca u ae o f th e i m p ar t o f the s toc k rep urc ha se program o n average sha re s o ut s tanding .
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Revenues

Gro ss profit'

N e t Ea rnmes :
Continuing
Disco ntinued
Ga in o n Sale o f B. Dalt o n
Extrao rdinary Charg e

Conso lidated



1986

$9,259.1

1985

$8,255 .3

6 , 705 . 2 5,908 .3

1,538 . 1 1,365 .9

182 .7 158. 2

73 . 1 69.0

117 .5 99. 8

148 .3 136. 3

8 . 764 . 9 7,737. 5

Earnings From Continuing Ope rations Before Income Taxe s

and Extraordinary C harge
Prov i s i on for Income Taxes

Net Earnings From Continuing Operations Before Extrao rdinary Charge

Net Earnings From Di scontinued Operation s:

Earnings From Operations

Gain on Sale of B. Dalton

Net Earnings Before Extraordinary Charge
Extraordinary Charge From Purchase and Redemption of Debt, Net of Tax Benefit

Consolidat ed Net Earnings

Ne t Earnings Per Share

Continuing Operations

Di scontinued Operations :

Earnings From Operations

Gain on Sa le of B. Dalton

Earnings Before Extraordinary C harge

Extraordinary Charge

Consolidated

Average Common Shares Outstanding ( M ill ions)

494 . 2

239 . 2

255 . 0

517 . 8
237 . 3

280 . 5

2 .1 3. 1

85 . 2

342 .3 283 .6

(32 . 3) -

$ 310 . 0 $ 283 .6

$ 2 . 62 S 2 . 89

.02

. 88

3 . 52

( . 33 )

$ 3 . 19

97 .3

2.41

$ 2 .41

94 . 8

These financial statements should be read i n conj u nction wit h the A n alysis of Co ntin ui ng Ope-atiu ns o n pages 17-21 and the in formatio n on pages 26-28

Consolidated Results of Operations
I)a}Ion Ilukltiun ('urFx,r,iiion and tiuh .idi ;krieti

i Millions of Dollar,., Ex,:ept Per-Sham Data)

Revenues

Costs and Expenses

Cost of retail sales, buying and occupancy

Selling, publicity and administrative

Depreciation

Rental expense
Interest expense, net

Taxes other than income taxes

19li 7

$ 10,677 .3

7,852 .6

1,768 .8

230 .9

97 . 1

151 .8

1 76.3

10 ,277 .5

399.8

1 7 1 .4

228.4

228 . 4

$ 228.4

$ 2.41

22

. 03

2 .92

$ 2 .92



Consolidated Statements of Financial Position
Dayton HuJ~un Corporation and Subsidiaries
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January 30, January 3 1,
(M i l l i ons of Dollars) 1988 1987

1 ,985 .8

135 .3

1 ,683 . 4

285 .0

1,424 .6
131 .6

1,244 .9

301 .4

Capital Lease Obligations

Long-Term Debt

Deferred Income Taxes and Other

Shareholders' Investment
Common stock

Additional paid-in capital

Retained earnings

85.8 97.4

22 .9 18 .4
1 ,877 .3 2,063 .7

1 , 986 .0 2,179 .5

$6,075.5 $5,282 .0

These fin anc ia l s t a tement s should be re ad in con junc ti o n with the Anal ys i s ofContinuin g Operation s on page s 17-21 and th e i nfo rmation on pa ge s 26- 2 8 .

ASSETS

Current Assets

Cas h

Marketable securities

Accounts receivable (net of all owance for doubtful account s of $28 . 8 and $29 .5
Me rchandise inventories (net of accumul ated LIFO provi sion of $110 .4 and S179 . 5)
Other

Property and Equipment

Land

Buildings and improvements

Fixtures and equipment

Construction-in-prog ress

Accumulated depreciation

Property U nder Ca pital Leases, Ne t
Assets Held for Resal e
Other

LIABILITIES AND SHAREHOLDERS' INVESTMENT

Current Liabilities

Notes payable
Account s payable (including out standing drafts of $293 . 7 and $185 .8)
Accrued liabilitie s
in come taxes - payable a nd current deferred
Current portion of capit a l lea se obli gations and long -term debt

$ 115.6

59.5

1 ,073.5
1 ,623 .3

36.4

2 ,908.3

439 . 9

2 , 162 .5

1 ,207 .3

166.5

(985 .4 )

2 ,990 .8

11 5 .0

16.5

44 .9

$6 ,075 .5

$ 353.3

1,054.5
438 .4

12 1 .2

1 8 .4

$ 64 .8

159 . 0

1,052 .5

1,312 . 5

28 . 6

2 .617 . 4

328 .3

1,466 .3

959 .7

455 . 5
(807 . 5 )

2,402 .3

114 .9

1(}0 .5

46 .9

$5 ,282 . 0

$ -
841 .9

429 . 3

142 . 7

10 . 7



Net Financing Requirements

Financing Activities

Increase in notes payable
Addit ions to long- term debt

Purchase and redempti on of debt

353 .3
450 .6 300.01,000 .0

(558 .5)
(32 3

These financ i al statemen t . should be read in conjunct ion with t h e Analysis of Contin u ing Ope e atio n s on pages 1 7-2 1 and the information on pages 26-28

Consolidated Statements of Cash Flows
I)a}wn Hud+un LidsOnCorporition and Subsidiaries

(Millions of Dol lars)

Operating Activities

Net earnings from continuing operations before extraordinary charge

Reconciliation to cash flow :

Depreciation and amortization

Non-current deferred tax provision

Current deferred tax provision

(Increase) in accounts receivable

(Increase) in inventory

Increase in accounts payable

Other

Cash F low Provided by Continuing Operat ions

Cash Flow Provided by Discontinued Operations

Investing Activities

Expenditures for property

Acquisition (di spos iti o n) of Target real e s tate

Assets held for remodel

Asset s held for resale
Disposal s of property

Activities of discontinued operations , net

19 87

$ 228.4

232.4
5 .8

(36 .3)

(21.0)

(3 10 .9 )

212 . 6

( 1 . 1 )

309 . 9

309 .9

787 . 2

(75 . 2 )
( 11 .4 j

700 . 6

390.7

1986

S 255 .0

184 . 9

39 .3

(1 .0)

(1 .7)

(162 . 5)

184 . 9

36 . 7

535 . 6

50 . 3

585 . 9

593 .8

322 . 0
100 . 5

(10 . 1)

(155 .2)

851 .0

265 .1

1985

S?K0 . 5

159.3

3? .0

14 . 3

(63 .0)

( 160 . 4)

114.0

40 . 0

416.7

12 . 2

428 . 9

395 .1

(7 . 8)

21 . 6

408 .9

(?O . O)

Premium on debt purchase and redempt i on, n e tof tax - ..) -

Principal payments on l ong-term de bt and capi tal lease obligations (19 .2) (10.5) ( 1 21 .5)

Repurchase of stoc k (339 .6) - -

Dividends paid (87.5) (81 .7) (73.8)

Other (15 . 6) (7 .9) (2.7 )

342 .0 309.1 102.0

Net (Decrea s e )llncrease in Cash and C ash Equivalents (48 . 7) 44.0 122.0

Cash and cash equiva l ents at beginn ing of year 223.8 179.8 57 .8

Cash and cash equiva l en ts a t end of year $ 175 . 1 S 223.8 $179.8

Amoun ts i n this statement a re presen ted on a c ash ba s i s and the re l br e may d i ffe r from those shown in oth er se c ti on s of t hi s annu a l re p o rt .

Investing a nd fi nan c in g a c ti v it i e s not re p or ted in the State ment s of C as h Fl ows, b ecau se th ey do not involve cas h, i nc lude ca pital lease ob lig ati on s in curred when we
e nte red into l e a ses fo r buildin gs and equipme nt o f $8 .2 milli o n , S9 .1 million a nd $ 7 . 9 mill ion n 19 87, 1 98 6 and 19 8 5 , re s pect i ve l y. In additi on , n on -c a s h cap i tal
ex p endi tures res ul t ing from ass u med lia biliti es and asse t reclassifications we re $4 3 . 4 million a nd $16 .0 m i llion i n 198 7 and 1986 , res pe c t ive l y. Th ere we re n o such
transactions in 1985 .

IInterest p aid (including inte re st capitalizedi d urin g 19 87, 1986 aand 1 985 was S 1 .31 .0, 51 2 1 9 e . nd $86 . 4, respectively In come ta x payment s of $2 17 .7, $190 . 5 . a nd
$187 .4 we re ma d e durin g 1987, 1986, a nd 1985, rerespectively

Th e n e t c hange in notes payable inc ludes th e i ss u anc e of $66 .0 milli o n a nd repay me nt o f $60 .0 milli o n of commerc ial pape r with maturi t i es over 9 0 d ays in 1987 a nd the
i ss uance and re payme nt of 516 .0 milli o n of commer c ial paper with maturities ove r 90 days in 985 . The r e were no s u ch transact io n s in 1 9 86 .



Common Addit io nal Retained
(Millions uf Dollar) Tota l St ock Paid - In Ca p i t a l Ear n i n gs

Ba lance February 2 , 198 $1.736.5 $ 97.0 $ 9.5 $1,630.0

Consolidated net earnings 283.6 283.6
Dividends declared (76.2) (76.2)

Stock option activity

Balance February 1, 1986

Con solidated net earning s
Div id ends declared
Stock opti on activit y

Balance January 31, 1987
Conso l i dated net earnings

Dividend s declared

Stock option activity

Stock repurchas e

Balance January 30, 1988

1,837.4

3 1 0 .0

(83.7)

2,063 .7
228 .4

(87 .0)

(327 .8 )

$1,877 .3

97 .4 18.4

0 .2 4.5

(11 .8)

2 , 179 . 5

228 .4

(87 .0)

4 . 7

(339.6)

$1,986.0 S 85 .8 $22 . 9

Th ese fi n anc i a l statem e nt s s ho uld be r e ad in con j un c ti o n with the Anal ys i s o f Co ntinuin g Operat i o n s on pages 1 7- 21 a n d the i nformati o n o n pages 26-28 .

Consolidated Statements of Shareholders' Investment 25
Dayton Hudson Corporation and Subsidiaries

3 . 5

1,947 . 4
310 .0

(83 . 7 )

5 . 8

0 .2 3 . 3

97 .2 12 . 8

0.2 5. 6

Prefe rred Stock
Au th o ri zed 5,000,000 s hares, vot in g. $ .0[ par value ; no s hare s o ut s tanding at January 30 , 198 8 and January 3 1 , 1987 .

Common Stock
Authorized SIX),OD0,000 s hares $1 par value ; 85 .775,189 s hare s iss ued and outs tanding at January 30, 19 88 ; 9 7,3 68,7 0 3 shares i ss u ed a nd o ut s ta nd i n g at
Janua ry 3 I . 1987 .

Junior Preferred Stock Rights
I n September 1986 . we d ec lare d a di stributi o n of prefe rre d s h are purc ha s e ri ght s. Terms o f the plan prov id e fo r a d i s tributi o n of o ne prefe rre d share pu rcha se right on each
ou tstandin g sha re o f Day ton Hud so n common stock . Eac h rig ht w i ll e ntitle s hareh o lders to bu y o ne - hundredth o f a share of a ne w se ries o f j uni o r p arti c ipating preferred
stock a t an exe rc i se price o f $ISO , s ubjec t to adj u s tment . The rig ht s will be exer c isa bl e only i f a person o r group a cquire s owne r s hip of 20% or m ore of Dayto n Hudson
common s t ock or announces a t e nde r o f fer to ac quire 30% or m o re of the common s t o ck .



8 .05% t o 9'/H°k Notes and Si nking Fund
Debentu res due 1990 to 2017 $ 450 .6 B -

71/2% :o 1 4=r45Tc Unsecured and Sin kin g
Fund Notes and Deben tures due 1992 to 20 1 6 1,164.4 1 .180 .0

7'/s9c :o 1 3'/<9r O ther Unsec ured N otes
Du e 1 990 to 20 14 38.1 38.5

61/2% :o 1 4% Notes and Co ntra c t s for
p un : hase o f real es t ate d ue 1 9 92 to 20 1 0 30 . 3 26 . 4

Total $1 .683 .4 $1 ,244 .9

Unless otherwise stated, reference s to years in this report relate to
fiscal years rather than to calendar years.

Summary of Accounting Po licies

Consolidation . Our financial statements include the accounts of
Dayton Hudson Corporation and subsidiaries after elimination of
material intercompany balances and transactions . All subsidiaries
are wholly owned .

Marketable Securitie s . We record short -term investment s at c ost,
which approximates market .

Sales and Accounts Receivable . Our policy generally is to write
off accounts receivable when any portion of the balance is 12
months past due, or when the required payments have not been
received for six consecutive months. We base our allowance for
doubtful accounts receivable on our past bad debt experience and
on the ages of the various accounts.

In 1987, for tax purposes, a bad debt is recognized when the
account is written off. In prior years, the reserve method was used
to determine bad debt expense .

All customer receivables are classified as current assets,
including some which are due after one year . This is consistent
with practice in the retail industry .

For financial reporting, we recognize the gross profit on retail
installment sales when the sales are recorded . For income tax
purposes, we used the installment method of reporting profit on
these sales through 1986 .

Inventories . Inventories and the related cost of sales are
accounted for by the retail inventory method using the last-in,
first-out (LIFO) basis . In 1987, certain additional costs are
included in inventory for income tax purposes .

Property and Equipment . Property and equipment i s recorded at
cost less acc umulated depreciation. For financial reporting , we
compute depreciation on our property using the straight - line
method over estimated useful lives . For tax purposes , we gener-
ally use accelerated depreciation methods .

Investment Tax Credit. The investment tax credit reduces income
taxes in the year we begin u sing the related property .

Per-Share Data . To compute net earnings per share, we divide net
earning s by the weighted average number of common share s
outstanding . Performance shares and the exercise of stock options
would not materially dilute earnings per share .

Statement s ofCash Flows. We adopted the provisions of State -
ment of Accounting Standards No . 95, "Statement of Ca sh
Flows," in our 1987 financial statements and re stated previously
reported statements of changes in financial position for 1986 and
1985 . For purposes of the statements of cash flow s, we consider
all short- term investment s purchased with a maturity of three
months or less to be cash equivalents .

Fiscal Year Our fiscal year ends on the Saturday neare s t
January 31 :

Fiscal Year Ended Weeks

1987 January 30, 1988 52
1986 January 31, 1987 52
1985 February 1, 1 986 52

Debt and Leases
rMillit nti of Dollars)

Linois of Credit
At January 30 . 1988, we had $353 .3 million in commercial
paper outstanding at a weighted average interest rate of 6.9% .
During the year, the average amount of commercial paper and
notes payable outstanding was $240 .1 million at a weighted
average interest rate of 7 .2% .

We maintain $68 .5 million of unsecured lines of credit with
nine banks. Borrowings under these lines were at the prime
interest rate or at other rates agreed upon at the time of the
borrowings . We compensate the banks for the lines of credit
through the payment of fees. We were not required to maintain
any compensating balances under any of the agreements
during 1987 .

At year-end we also had additional credit available in the form
of four annually renewable, three-year revolving credit agree-
ments: one for $185 million with nine lending institutions, one
for $65 million with four lending institutions, and two for $300
million each with two separate lending institutions . Subsequent
to year-end, we reduced the two $300 million facilities to $100
million each . We pay a fee for the availability of the revolving
credit agreements and have the option of borrowing at the prime
rate or other negotiated rates . During 1987, we paid fees of $1 .
million under these agreements . Any balance outstanding under
the remaining agreements at the end of a three-year period may
be converted at our option into a four-year term loan . There were
no balances outstanding at January 30, 1988_

Between September 15 and December 18, 1987, we main-
tained additional unsecured bank lines of credit ranging from $78
to $328 million to meet seasonal working capital needs .

Long-Term Debt
During 1987 , we is sued $150 million of 9 '1a% sinking fund
debe ; uures due 2017, $50 million of 9.20% notes due 1991, and
$50 million of 9 .39% notes due 1992 . We also issued $200 . 6
milli on of notes with interest rates of 8 . OS °k to 9.35% and
maturity dates of 1990 to 1993 . The additional debt was used for
capital expansion and store remodeling and to finance the stock
repurchase program . We also assumed $10 . 5 million of mortgage
note s w i th interest rates of 9.25% due 2003 and 2004 in connec-
tion with the acquisition of real estate .

At year-end 1987 and 1986 , long -term debt due beyond one
year wa s :

Jan . 30 . 1988 Jan . 3 1 . 1 987



Commihnents and Contingencies
Commitments for the purchase of real estate , construction of new
facilitie s and remodel i ng amounted to approximately $110 . 5
million at January 30, 1988 . We had additional commitments of
$41 . 9 million for equipment purchases .

Our contin gent l i ability for mortgage debt on certain office
properties sold in 1976 and certain shopping centers sold in 1978
was approximately $34 . 3 million at January 30 . 1988. The
purchasers have agreed to indemnify us for any co s ts we might
incur in relation to the mort gages .

Our business brings us into regular contact with the general
public, other bu sinesses and governmental entities. This contac t
subjects us to claim s and litigation ari sing out of the ordinary
course of business . Considering the insurance coverage in place
for a portion of the claim s and l i tigation , and noting that the ulti -
mate consequence s c annot be accurately predicted, management
and legal counsel believe that pre sently identified claim s and liti -
gation will not have a material adver se effect on our operation s or
financial condition .

If we were to capitalize the minimum lease payments for all
of our operating leases with initial terms of over one year, the
present value of these payments would be approximately $376 .1
million at year-end 1987 and $382 .2 million at year-end 1986 .
These present values were calculated using an average interest
rate for each lease based on the year of inception . The weighted
average interest rate used to calculate the 1987 present value was
11I% compared with 12% for 1986 .

The impact of recording depreciation and interest expense
rather than rent expense on the capital leases has been to decrease
our net earnings by $1 .7 million in 1987, $1 .7 million in 1986,
and $ 1 . 8 million in 1985 . Capital lease depreciation expense was
$8.0 million in 1987, $8 .1 million in 1986, and $8 .0 million
in 1985 .

Rent expense includes percentage rents which are based on a
percentage of sales over stated levels . Executory costs included in
our rental payment or charged in addition to rent are excluded
from rent expense and are included in occupancy costs in our
Results of Operations .

The sinking fund and principal payments on this long-term
debt over the next five years will be $14 .0 million in 1988, $97 .0
million in 1989, $51 .7 million in 1990, $193.0 million in 1991
and $83 .0 mi llion in 1992 .

Subsequent Debt Issues . Subsequent to fiscal year-end, we is sued
$ IOd million of 9 5/a% debentures due 2(}08 and $22 . 5 million of
8 .4% to 9 . 0°k no tes d ue 1992 to 1995 .

Covenants and Collateral. In most of our long-term debt agree -
ments, as well as the revolving credit agreements, we have agreed
to observe certain covenants at the reque st of the lenders. Among
these are re s triction s related to levels of working capital , funded
debt, dividend s and secured debt, as well as change of control .
Under the m ost res tri c tive o f these prov i s i ons, $1 . 18 billi on of
our retained earnings at the end of 1987 wa s available for divi -
dends and other type s of re s tricted payments .

As a condition of borrowing under our mortgage notes and
contracts, we have pledged related land, buildings and equipment
as collateral . At year-end , approximately $46 . 0 million of our
property and equipment served as collateral for the se loans-

Leases
For financial reporting, we classify lea ses as either operating or
capital lea ses . Capital lea s es are recorded as assets in our State-
ments of Financial Po sition and we report interest and deprecia -
tion expense on the leases instead of rent expense. Operat ing
leases are not capitalized and lea se rentals are expensed . For tax
purposes, we deduct rent expen se on all lease s .

Many of our long e r-term leas e s include option s to renew, with
renewal terms varying from five to thirty year s. Certain leases
al s o include option s to purchase the property. In addition , we
have lea ses on equ i pment with remaining terms ranging from one
to five year s .

The detail of leased property and equipment which we have
capitalized in our Statement s of Financial Position is :

Jan . 311 , 1988 Jan . 31, 1 987

L an d a nd buildings $168.8 $]62.1
Equipment 12.8 12.0
Accumu late d depreciat io n (66 .6) j5 9 .2 )

Net $115 . 0 $114 .9
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Composition of Rental Expense _ 1987 1 986 1985

M i nimum rent s on long - term operating lea s e s $71 . 1 $51 . 9 $46.3
Short-t e rm rents 13 .8 9 .3 9.4
Perc ent age rents :
Ope r at i ng leases 14 .2 1 3 .9 14.6
Capital leases 1.6 1.3 1 .2

Sublea se income (1.9) (1 .7) (1 .0)
Execu tor y cos t s ( 1 .7) (1 .6) (1 .5)

Ne t expe n se $97.1 $73.1 $69 .0

Future minimum lease payments which mu st be made under
noncancellable lease agreements existing at the end of 1987 are :

Ope rat ing Leases Capital Lea ses

1988 $ 66.6 $ 21 .8
1989 62.8 21 .7
1990 61.5 21 .6
1991 60.9 21 .2
1992 60.7 20 .4
Afte r1992 504. 1 265 .8

Total minimum lease payments ( a ) 5$16 .6 $372 . 5

Less : In teres t 223 .3
Exec utory co st s 9 . 5

Capitalized lea se obl igation s, i n c lud ing
current portion o f $4 .4 $139.7

(a) M i nimum rent al payme nt s have n ot been reduced b y minimum suble a se
rental s due in the fu t ure unde r non c an c el fable sublea ses ($7 . 3 million for
operating lea s e s, $10 . 9 mi lli on for ca pital leas e s) .



End ofwar 1 .19 4 . 149 S 9.3t-553 .25 713 .908 1 1 6 .272

December 31,

[ )i .cou N ra t e

Expected long-term rate of return on plan assets
Average assumed rate (it compensation increase

9.0% 8 .5% 9,5%
9.5 9.5 9.5
6.9 h.9 6. 9

Retirement and Stock P urchase P l ans
(Million, 11 Dollars)

Pension Plans
We have three defined benefit pension plans which cover all
employees who meet certain requirements of age, length of
service and hours worked per year . The benefits provided are
based upon years of service and the employees compensation
during the last five years of employment .

Contributions to the pension plans, which are made solely by
the Corporation, are determined by our outside actuarial firm . To
compute net pension cost, our actuarial firm estimates the total
benefits which will ultimately be paid to eligible employees and
then allocates these costs to service periods . Assumptions are
made on the years the employees will work, their future salary
increases, the number of employees who will earn the right to
receive benefits under the plans, the rate at which future pension
benefits should be discounted and the rate of return which will be
earned on the plans' present assets and future contributions .

During 1985, we changed our method of accounting for
pension costs to comply with the Statement of Financial
Accounting Standards No. 87, "Employers' Accounting for
Pensions" Service cost is computed by determining the increase
in future pension benefits resulting from the current year's service
and discounting these future cash flows to the present . The
projected benefit obligation is the actuarial present value of all
future benefit payments for services rendered to date, including
an assumption for future compensation levels .

The period over which unrecognized pension costs and credits
are amortized, including prior service costs and actuarial gains
and losses, is based on the remaining service period for those
employees expected to receive pension benefits. Actuarial gains
and losses result when actual experience differs from that
assumed or when actuarial assumptions are changed.

The following tables reflect consolidated pension amounts .

Components or Net Pension Credit 1987 1986 1985

Service Cost -benefits earned during the period $ 10 . 8 5 `) .0 3 8 .6
Interest cost on projected benefit obligation 18.7 17.5 16 .6
Return on assets-actual 1 22.$ (39 .1) (44 .9)

-deferred (0.7) 17 .5 24 .3
Amortization of transitional asset IS . 01 (9.0) 17 .9)

Net pension IcrediU S ( 1 .71 S ( 3 .1) S 13 .3 )

December 31 ,

Funded Status 1987 1986

Ac tu a rial pr es ent v alue o f :
Vested benefit obl iga tion $186.1 5 183 . 0

Accumulated benefit obligation $195 .8 5 193 . 2

Projec t e d be ne f it obligation $222 . 7 SZ21 . 3
Fair market v alue of plan assets` 281.0 276. 1

Plan a sset s in exce ss of projected benefit obligation 58.3 54. 8
Unrcc ogniied pri or service cost . 8 -
Unrecognized net actuarial vain 122 . 41 (15 .8)
Unrecognized tr an s iti o na l asset 01.01 (39 .0)

Pre paid p e n si o n a ss et S 5.7 S -

*Pl an assets consist primanl% ofe yu i l y securities and fix e d income Nccuritie,.
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Postrefir.m.nt Health Car. Benefits
In addition to providing pension and other supplemental benefi ts,
we provide certain health care benefits for our retired employees .
Employees become eligible for these benefit s if they meet
minimum age and service requirements , are eligible for retire -
ment benefit s and agree to contribute a portion of the cost . We
have th .e right t o modify these benefits . The cost of providing
these retiree health care benefits is recognized as expense when
claims are paid . These costs amounted to approximately $2 . 0
million, $1 .7 million and $1 .7 million for 1987 , 1986 and 1985 ,
re spectively.

Stock Options and Performance Shares
We have two stock option plans for key employees . Grants have
include-d stock options, performance shares or both . The options
have included Incentive Stock Options, Non-Qualified Stock
Options or a combination of both . Twelve months after the grant
date, 25% of any options granted become exercisable with
another 25 % after each succeeding 12 months . The options are
cumul3lively exercisable and expire no later than 10 years after
the dale of the grant . The performance shares pay cash and stock
if certain selected performance goals are met at the end of a four-
year period .

We record compensation expense on performance shares based
on current market price of our common stock and the extent to
which the performance goals are being met . We recorded expense
of $0.4 million, $0 .9 million and $ 1 .4 million in 1987, 1986 and
1985, respectively When employees exercise options, the total
option price is credited to Common Stock and Additional Paid-in
Capital, and no expense is incurred.

The number of shares of unissued common stock reserved for
future grants under all the plans was 4,373,123 at the end of 1987
and 4,569,142 at the end of 1986 .

Options

Option s and Number Price Shares Perform-
Performance S hares of Per Exer- ance
Outstanding; S ha res Share cisable Shares

1 985
Begi nn n g o f year 1 .238.165 S 4.52- b 37 . 14 68 9 , 192 134 , 10
Gra nted 340.761 39.94
Cancelle d (? 4 . 1 2 1 ) 14.30- 39 .9 4
Exercised (I K6,6 56) 4.52- 37 .34

1 986
Beginning o f year 1 ,358, 149 7 . 1 3- 39 .94 698 .955 100.7 14
Gra nted 121,361 53. 1 9
Cancelle d (53.333) 17 .4 4 - 53 . 19
Ex e rcised (167,492) 7 . 1 3- 39 .94

1987
Beg inn i n g of year 1 ,2 5 8, 685 8 .7 0 - 53 . 19 767,640 85,411
G ra nted 243 . 5 35 30.2 5 - 53 .25
Cancele d (91,994) 33 .88- 53 . 1 9
Exe rc ised (? 1 6.077) 8 .70- 53 . 19

A c tuarial Assumption. 1987 14ri6 19 8 5



Responsibility for Financial Statements
and Accounting Controls
The finan c ial s tatement s and other i nformation presented in thi s
report have been prepared in accordance with generally a c c e pt ed
accounting principl es . Manag ement i s responsible for the con sis-
ten cy, int egrity and presentation of th e information in the Annual
Report , which ne cessarily include s some amount s based upon our
judgment s and best es timates .

To di scharge thi s re spon s ibilit y, we maintain comprehensive
systems of internal contro l s de s igned to pr ovide reasonable a ssur-
ance tha t a ssets are safeguarded and transac tions are executed in
accordance with establi shed procedure s . The concept of rea son -
able a ss urance i s ba sed upon a recognition th at the co s t of the
contro l s s hould not exceed the benefi t derived . After judging the
cost and benefit factor s, we bel i eve our systems of internal
control s provide th is reasonabl e assurance .
The Audit Committee of the B oard of Direc to rs, cons i s ting of

five outside directors, rec ommends independent auditors for
appointment by the Board , and rev i ews their propo sed services
and their report s . The Committee also reviews the internal audit
plan a nd their a udit report s . Our independent auditor s, Ernst &
Whinney, our intern a l auditors and our corpor a te c ontroller have
full and free access to the Audit Committee, and meet with it
periodically, with and without the presence of management . The
re s ults of th e auditors' examina ti ons a nd their opinion s on the
adequacy of our internal contro l s a nd the qua lit y of our financial
reporting are regularly reviewed by the Committ ee .

Our financial statement s have been examined by Ern st &
Whinney, whose report appears on thi s page . Their report
expresses a n opinion as to the fair pre s entati on of the financial
statements and i s based on an ind epend e nt examination made in
accordance with generally accepted auditing standards .

Minneapolis, Minne sota
March 18, 1988

Bruce G . Allbright
President

Kenneth A . Macke
Ch airman of th e Board and
Chief Executive Officer

Willard C. Shull, III Ralph W. Salo
Senior Vice President, Senior Vice President,
Finance Control

Auditors' Report

Report of Ernst & Whinney, independent Auditors
Board of Director s and Shareholders
Dayton Hudson Corporat i on
Minneapolis, Minnesota

We have examined the consolidated statements of financi a l po s i -
tion of Dayton Hud son Corporati on and sub si diarie s as of
January 30 , 1988 and January 31, 1987, and the related cons oli -
dated statement s of re s ult s o f operations, cash flow s and share-
holders ' investment for each of th e three year s in the period ended
January 30, 1988 . Our examinati ons we re made in accordan ce
with generally accepted auditing standards and , accordingly.
included such te s t s of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.

In our opinion, the fin a ncial s tat e me nt s re ferred t o above
present fairly the c onsol ida ted financi a l pos ition of Dayton
Hudson Corporation and subs idiari es at January 30 , 1988 and
January 31 , 1987 and the consolidated re s ult s o f their operations
for each of the three year s in the period ended January 30 , 1983 ,
in conform ity with generally acc epted accounting pr inc i ple s
applied on a con s i s tent bas i s .

Report of Management 29



(Million s of Dollars,
Excep t Per-S hare Data) 1987 1 9 86 1985 1984 (a) 1983 1982 1981 1980 1 979 1978(a) 1977

Revenues $ 10,677.3 9 . 2 59 . 1 8,255 . 3 7,519 .2 6, ` 18 .2 5 .286 .4 4,623 .6 3,777 . 9 3,174.9 2.787 .5 2,356 . 7

Cost of retail sales, buying and
occupancy $ 7,852.6 6,705.2 5 .908 . 3 5,392.1 4 ,t42 .5 3 .721 . 7 3,278.3 2,678 .7 2,218 .1 1 .943 . 7 1,643 .8

Selling, publ icity and admin istrative $ 1,768 .8 1,538 . 1 1,365 .9 1,234 . 4 1,080 .5 901 . 8 8 26 .9 690. 1 590 .4 508. 5 417 . 9

Depreciation -- - $ 230.9 182 . 7 158 . 1 44 . 9 1 23 . 1 99.4 85 . 1 62 . 4 46 .8 37 . 5 34 .1

Interest expense, nei $ 151 .8 117 . 5 99.8 97 . 7 86 . 1 64.9 47. 1 13 .6 5 .4 14 .2 15. 1

Earnings From Continuing
Operations Before Income Taxes
and Extraordinary Charge $ 399.8 494 . 2 51 7.8 453 . 5 415 .9 358 . 1 261 . 2 2 30 . 0 223 .0 183.7 173 . 7

Income Tares $ l7 LA 239 . 2 237 . 3 20 7 . 9 89 . 1 165 .6 1 16 . 2 1 03 . 1 106 .8 95 .1 88 . 8

Net Earnings

Continuing S 228.4 255 . 0 280 .5 245 . 6 2 26 .8 192 . 5 145.0 126 .9 116 .2 88.6 84 . 9

Dixominued ( b) $ - 87 . 3(c) 3 . 1 13. 7 18 .7 1 4. 2 28 . 4 19 . 8 75 .9(d) 176 . 3( d) 13 . 0

Extraordinary charge $ - (32 .3) -- - - - - - - -

Consolidated $ 228.4 310 . 0 283 .6 259. 3 2 45 .5 206 .7 173 . 4 146 .7 1 9 2 . 1 264 . 9 97 . 9

Per Common Share

Net earnings

Continuing $ 2 .41 2 .62 2.89 2 . 5 4 2 .35 2. 00 1 . 51 1 . 33 1 . 2 3 . 93 . 91

Discontinued (b) $ - . 90(c) . 03 .14 . 19 l5 . 30 . 21 .80(d) 1 . 87( d) . 13

E x traordin ary charge $ - (. 33) - - - - - -

Consolidated $ 2.41 3. 1 9 2 .92 2 . 68 2.54 2 . 15 1 . 8 1 1 . 54 2.03 2 . 80 1 .04

Cash d ivi dend declared 3 .945 . 8 6 . 785 . 695 . 625 . 5 75 . 525 . 47 5 . 425 3 75 . 325

5hsmhulJen' investment $ 23.15 22 .38 20 .04 1 7 . 90 1 5 .91 13.98 1 2 . 41 11 . 14 10.09 8 . 50 6 .10

Return on Beginning Equity
1Shareholders' Investment)

Cont inuing 10.5% 13 . 1 1 6 . 2 15 . 9 1 6 . 8 16 . 1 13 . 6 13 . 2 14 .4 15 .3 17 .0

Con s olidated 10.5% 15 .9 163 16. 8 18 . 2 17 . 3 16.3 1 5 . 2 23 . 8 45 7 191 ,

Capital Expe nditures $ 838.8 940 .9 403 .1) 336 . 1 320 . 7 268 .2 238 . 1 237 . 2 201 .8 147 9 100 .4

Consolidated Year-End
Financial Position

Working capital $ 922.5 1 .192 . 8 1 . 1 30 . 2 97 2 .8 , 408 . 6 718 . 3 508 . 9 381 . 3 438 . 8 427 . 6 309 . 4

Property and eywpment, net $ 2,990.8 2,402 . 3 1,655 . 7 1,418 .6 I . . iM .?S 1,139 .0 978 . 1 826 . 7 5 96 . 3 451 . 0 363 . 6

Property under capital leases, net $ 115.0 114 .9 11 4 .7 114 .7 115 . 8 97.9 93 . 9 1004 67 . 2 709 5 7 . 0

Total as s et: $ 6,07 5.5 5, 282 .0 4 . 4 17 .i 3,799 .9 3 , : 194 . 9 2 ,985 .3 2,555 .2 2 , 155 . 2 1,793 .2 1,637 .5 1,411 .4

Long - term capital lease obligations $ 13 5.3 13 1 .6 128. l 125 . ? 123 . 9 102 .4 96 . 3 103 . 3 73 .0 76 .8 62 -11

Long-term debt $ 1,6 9 3.4 1, 243 .9 794.1 625 .4 626 . 8 529 . 3 33 1 . 8 213 . 8 117 . 6 94 . 3 116 . 8

Shareholders* investment $ 1,986.0 ? , 1 79 . 5 1 .947 .4 1,736 .5 1, : i-40 . 2 1,348 .8 1,192 . 7 I .D66 . 4 962 . 6 808 .4 579 . 8

Average Common Shares
Outstanding (Millions) 94 .8 9 7 . 3 97. 1 96. 9 96 . 6 96. 2 95 .8 95 . 2 94 .8 94 . 4 94 . (1

The Financial Comparisons should be read in conjunction with the Financial Statements .

Per- s hare amounts and shares outstanding reflect two-[or-one common stock splits effective J ply 1983 and November 1981 .

(al Consisted 4 53 weeks.

/h) Discontinued operations include discontinued real estate for 1977-1981 and B . Dalton Bo okseller for 1977-1986 .

Icl Includes the gain on sale of B . Dalton Bookseller.

(d ) Includes gains on sale of real e s tate.

Fin ancial Comparisons 30
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Directors and Management

Directors Kenneth A. Nlacke
Chairman of the Board and

Bruce G .
;~I Ihright Chief Executive Officer (i)

President

31

( I) Executive Committee

(2) Audit Committee

13) Compensation Committee

( -l 1 Corporate Reqx)nsihiht }
con„ T,, . 1c,•c

1 5 1 F in a nc r[ onim i n cc

William P Hise
Assistant Secretar\[)avid T. Kearns

Chairman and Chief
Executive Otficer, Xerox
Corporation (business
products and systems, and
financial service business)
( I 0)t 51

Rand V ,4raskoL,
Chairman of the Board and
Chief Executive Officer,
I ' IT Corporation ( dive r s ifi ed
multinational company)
(11110)

Robert A . Burnctt
Chairman arid Chief
Executive Officer, Meredith
Corporation (media company
engaged in printing,
puhlishin~, hr~~aclcasting and
real estate l i hi ')0)

Livio D. DeSimcmc
Executive Vice President .
3.%9 Company (d i versified
manufacturer) i I n_'iia~

kozer L. Hale
President and Chief Executive
Officer. Tennant Company
(industrial equipment
nltutuiaCturCf) r 1)(3)(5)

Donald J . H a l
Chairman of the Board .
Hallmark Cards, Incorporated
(greeting card manufacturer)
1111 2) 131

Ei,~tty Ruth Hollander
Chairman o1 the Board and
Chief Gxccutivr Officer.
The Omega Group, Inc .
(manufacturer ot'scientific
measurement and control
devices and sx-,terns .
technical publishing and
industrial and commercial
real estate development)

Bruce K . h9arLaurv
President, The Brookings
Institution (research and
education organization)

Dav id T.MrLau ahlin
Chairman . The Aspen
Institute for Humanistic
Services ( institute for
discussion ofconternporarN
i Ns ucs) i I ii J u S i

John A . Rollwagen
Chairman of the Board and
Chief Executive Officer, Cray
Research . Inc . (manufacturer
of super computers) (1)(2 1(4)

Officers

Kenneth A . Mackr':
Chairman of the Board and
Chief Executive Officer

Bruce ( ;.A Ilbri ght '
President

James "C Hale' :
Senior Vice President and
Secretary

Ralph W' Salo'
Senior Vice President

W ill an l C. Shu ll . III '
Se nio r ".'ice Pres i den t

E ';c iw i n If . Win~;at r~
se ni or Vice Pi-csidcrit

Ann H. Barkelew*
Pres ident

Larn I . . C a r l . on
Vice Prc,,idcnt

Karol D . Em merir l r"
V i ce President anal
Treasurer

L . Fred Hamacher
Vice Pic"Ident

William E. Harder
Vice President and
Assistant Secretary

Peter(', Hutchinsnn*
Vice President

Kathy Bar tic, Probelski
Vice Plc,ldcllt

James IZ . Eckmann
Assistant Treasurer

Operating Company
Management

Ta rget
Robert J. Ulrirh'
('hainnan anal
('hicf Execut i ve Officer

htervv n 'ti
Walter T Rostii'r
['resident and
ChiefEWCUtiVC Officer

Day ton Hudson Department
Store Company
Stephen F. Watson*
Chairman and
Chief Execu tive Officer

Rat Joneja
['resident

Lechmere
C . Georoe Srala ;`
Chairman . president and
Chief Executive Officer
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Stores (IX 10)
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Uaylon's
Minnesota 12 ? .676
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Dayton Hudson
Department Store Company
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83 84 95 86 87
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Num1ber of Stores

Connecticut
Florida
Georgia
Massachusetts
New Hampshire
New York
North Carolina
Rhode Island
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Den-011
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9
7
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~~~_ ..
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2 136
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